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Thank  you,  Chairman  Scaccia,  Chairman  Keating,  and  members 
of  the  Committee.   I  appreciate  the  opportunity  to  testify  on 
behalf  of  House  Bill  6086,  which  would  reduce  the  tax  on  capital 
gains  by  linking  the  tax  rate  to  the  length  of  time  an  asset  is 
held  by  an  investor,  and  House  Bill  6087,  which  would  triple 
Massachusetts'  investment  tax  credit  from  1  percent  to  3  percent. 

As  you  know,  these  proposals  were  introduced  in  September  as 
part  of  our  package  to  improve  the  availability  of  credit  and 
patient  investment  capital  in  Massachusetts,  thus  stimulating  new 
investment  in  our  companies  and  creating  jobs  and  growth.   We  did 
this  in  recognition  of  the  facts  that  1)  because  of  problems 
unrelated  to  the  prospects  of  our  small  businesses  and  emerging 
technology  companies,  local  credit  and  capital  markets  are  not 
functioning  to  their  advantage,  and  2)  other  states  are  trying  to 
exploit  that  in  the  competition  to  attract  high-paying 
manufacturing  jobs. 

The  legislation  before  you  today  —  the  capital  gains  tax 
phaseout  and  the  tripling  of  our  investment  tax  credit  —  are 
critical  components  to  our  strategy  of  creating  well-paying  jobs 
by  encouraging  investment.   Should  this  Legislature  pass  these 
measures  along  with  the  rest  of  our  package,  we  will  have 
succeeded  in  creating  perhaps  the  best  climate  for  investment 
anywhere  in  the  United  States. 

We  have  already  accomplished  much  in  that  regard  this  year. 
The  recent  triple-upgrade  in  our  state's  bond  rating  is  one 
tangible  payoff  of  achieving  the  necessary  first  condition  of 
fiscal  stability.   Since  August  1991,  we  have  had  the  nation's 
most  generous  research  and  development  tax  credit.   This  year,  we 
instituted  a  major  estate  tax  reform  package  that  will  finally 
bring  our  system  of  estate  taxation  into  line  with  those  of  other 
states . 

These  accomplishments  show  that  we  understand  our  economy 
enough  to  know  that  our  future  depends  on  innovation,  both  in 
what  we  make  and  how   we  make  it. 
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By  passing  House  Bill  608G,  we  can  dismantle  a  major 
obstacle  in  the  form  of  our  state's  heavy  taxation  of  capital 
gains.   With  our  exceptional  reliance  on  innovation,  on  risky 
ventures,  on  unproven  technology,  and  on  small  companies, 
Massachusetts  needs  investors  willing  to  stick  it  out  for  the 
long  run.   Certainly,  a  significant  part  of  Massachusetts 
investors'  capital  gains  taxation  is  federal,  but  we  should  do 
everything  we  can  to  reduce  the  burden  using  the  tools  available. 

Research  cited  by  one  of  President-elect  Clinton's  leading 
advisers  —  the  economist  Robert  J.  Shapiro  of  the  Progressive 
Policy  Institute  —  shows  that  high  capital  gains  taxes  have  the 
greatest  negative  impact  on  young,  small  firms  in  technology- 
related  fields.   That's  why  the  notion  of  capital  gains  tax 
reform  is  gaining  support  among  a  wider  circle  of  political 
leaders,  including  Paul  Tsongas  and  Senator  John  Kerry. 

Will  it  really  help  local  companies  when  Massachusetts 
investors  can  put  their  money  anywhere?   Absolutely.   Family-  and 
privately-owned  businesses  are  a  major  job  supplier  within  our 
economy.   What's  more,  people  keep  their  money  within  driving 
distance.   Studies  conducted  by  the  Center  for  Venture  Research 
at  the  University  of  New  Hampshire  show  that  small,  jobs- 
producing  firms  get  much  of  their  equity  capital  from  individual 
investors,  and  that  7  0%  of  these  individuals  invest  in  companies 
within  50  miles  of  their  home  or  office.   Finally,  we're 
confident  that  the  strengths  of  Massachusetts'  growth  companies 
will  speak  for  themselves.   Massachusetts  companies  occupy  the  #1 
rank  in  both  the  Forbes   and  Fortune   lists  of  fast-growth  public 
companies.   We've  got  dozens  of  international  leaders  in  market 
niches  in  several  of  the  growth  industries  of  the  future.   By 
making  long-term  investment  more  appealing  to  local  investors, 
we'll  be  allowing  a  greater  flow  of  resources  to  these  companies, 
which  will  hasten  their  growth  and  hasten  the  creation  of  new 
jobs. 

Increasing  the  Investment  Tax  Credit  likewise  plays  to  the 
strength  of  the  Massachusetts  economy  by  stimulating  investment, 
and  by  aiding  our  effort  to  gain  competitive  advantage.   Because 
Massachusetts  is  a  relatively  high-cost  state,  our  companies  must 
maintain  an  edge  in  terms  of  productivity  and  quality  to  be 
successful.   Part  of  that  equation  is  using  state-of-the-art 
facilities  and  equipment,  which  requires  constant  upgrade  through 
new  purchases  and  investment. 
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With  the  introduction  of  House  Bill  6087,  this  Legislature 
has  an  opportunity  to  enact  what  many  economists  consider  to  be 
the  most  potent  policy  tool  for  stimulating  business  investment, 
and  thereby  creating  and  preserving  jobs.   This  is  a  bill  that 
can  make  a  difference  for  a  wide  range  of  industry  all  across  the 
state. 

Why  has  the  textile  industry  in  the  Fall  River  area  grown  by 
200  jobs  over  the  past  few  years  when  other  industries  are 
shrinking?   Part  of  the  answer  is  its  modernization  program.   We 
should  encourage  all  our  companies  to  follow  that  example. 

Everyone  knows  that  the  end  of  the  cold  war  has  shrunk  the 
defense  budget  and  placed  great  pressure  on  Massachusetts 
companies  which  once  relied  on  defense  contracts.   Part  of  the 
answer  for  effective  defense  conversion  is  plant  modernization. 
Tripling  our  investment  tax  credit  would  greatly  help  the  small 
machine  tool  shops  and  other  defense  subcontractors  in  their 
efforts  to  convert  to  new  products. 

Additionally,  we  have  to  think  about  how  Massachusetts 
compares  to  its  competitors.   Other  states  which  compete  with 
Massachusetts  for  manufacturing  jobs,  such  as  New  York,  Ohio,  and 
Illinois,  already  offer  generous  investment  tax  credits.   We've 
lost  over  200,000  manufacturing  jobs  since  1984.   Let's  do 
everything  we  can  to  prevent  any  more  from  slipping  away. 

In  closing,  let  me  again  stress  the  urgency  of  quick  action 
on  these  proposals  and  our  entire  jobs  creation  package. 
The  Governor  and  I  were  encouraged  by  the  comments  of  Speaker 
Flaherty  earlier  this  week  which  indicated  support  for  many  of 
our  proposals.   But  we  are  concerned  that  the  capital  gains 
phase-out  may  be  rejected  out  of  hand  because  of  politics  alone. 
We  firmly  believe  that  playing  politics  on  this  issue  would  be  at 
the  expense  of  the  thousands  of  men  and  women  in  this  state  who 
are  out  of  work  and  the  thousands  more  who  are  worried  about 
their  future  —  citizens  who  would  be  helped  by  greater 
investment  in  our  state. 

So  we  urge  you  to  act  quickly,  as  this  legislative  session 
comes  to  a  close,  to  put  the  final  pieces  into  place  for  our 
economic  recovery.   Thank  you. 


